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Audit  No.  99035 


San  Francisco  Airport  Commission 
San  Francisco  International  Airport 
San  Francisco,  CA  94128 

President  and  Members: 

The  Controller's  Audits  Division  presents  its  report  concerning  the  concession  audit  of 
Smarte  Carte,  Inc.  (Smarte  Carte).  Smarte  Carte  operates  under  an  agreement  with  the 
Airport  Commission  of  the  City  and  County  of  San  Francisco  to  operate  a  self-service 
luggage  cart  system  at  the  San  Francisco  International  Airport  (SFO).  The  agreement  will 
expire  on  July  25,  2001.  The  agreement  also  requires  Smarte  Carte  to  provide  a  free  cart 
program  at  the  customs  area  at  SFO.  Effective  March  1,  1999,  Smarte  Carte  also  provides 
a  free  cart  program  at  the  SFO  rental  car  center. 

Reporting  Period:  July  1,  1997  through  September  30,  1999 

Fees  Paid  to  Airport:  $1,183,785 
Fees  Paid  to  Smarte  Carte:  $3,224,645 


•  Smarte  Carte  correctly  reported  its  gross  revenues  and  correctly  paid,  in  all  material 
respects,  its  fees  to  the  Airport  Department  (Airport). 

•  The  Airport  correctly  paid,  in  all  material  respects,  Smarte  Carte  for  the  free  cart 
program  at  the  customs  area  at  SFO,  but  underpaid  Smarte  Carte  by  $127,861  for  the 
free  cart  program  at  the  SFO  rental  car  center. 

The  Airport's  response  is  attached  to  this  report.  The  Controller's  Audits  Division  will  be 
working  with  the  Airport  to  follow  up  on  the  status  of  the  recommendations  made  in  this 
report. 

Respectfully  submitted, 


Results: 


NORIAKI HIRASUNA 
Director 
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INTRODUCTION 


marte  Carte,  Inc.  (Smarte  Carte)  has  a  five-year  operating  agreement  with  the  Airport 
Commission  (Commission)  of  the  City  and  County  of  San  Francisco  to  operate  a 
self-service  luggage  cart  system  at  the  San  Francisco  International  Airport  (SFO). 


Cart  customers  must  pay  a  fee  for  using  the  carts  in  most  areas  of  SFO.  The  agreement 
commenced  on  June  5,  1991,  with  an  optional  five-year  extension.  On  May  21,  1996,  the 
Airport  Department  (Airport)  extended  the  agreement  through  July  25,  2001. 

The  agreement  requires  Smarte  Carte  to  pay  the  Airport  the  greater  of  a  minimum  annual 
guarantee  of  $225,000  or  16.7  percent  of  gross  revenues.  The  agreement  defines  gross 
revenues  as  the  total  number  of  all  automatically  recorded  cart  rentals  on  all  cart  stands, 
except  those  units  in  the  free  cart  program  in  the  customs  area,  multiplied  by  $0.75. 
Effective  July  12,  1996,  the  Airport  changed  the  rate  to  $1.25.  In  addition,  gross  revenues 
include  all  fees  paid  by  the  Airport  for  the  free  cart  program  at  the  customs  area,  less  3 1 
percent  of  all  carts  used  in  the  free  cart  program  multiplied  by  $0.25. 

The  agreement  also  requires  Smarte  Carte  to  provide  free  cart  usage  to  arriving 
international  passengers  in  the  customs  area  of  SFO  and  requires  the  Airport  to  pay  Smarte 
Carte  $0.70  for  each  cart  used.  In  addition,  the  agreement  requires  the  Airport  to  pay 
Smarte  Carte  $10  per  month  for  each  cart  stand  used  at  SFO.  A  cart  stand  holds  and 
dispenses  carts. 

Beginning  March  1,  1999,  the  Airport  required  Smarte  Carte  to  provide  free  cart  usage  to 
passengers  at  the  rental  car  center  of  SFO.  To  pay  for  the  free  cart  program  at  the  rental  car 
center,  the  Airport  agreed  to  pay  Smarte  Carte  $0.70  for  each  rental  car  transaction  at  the 
rental  car  center. 


SCOPE  AND  METHODOLOGY 

The  purpose  of  this  audit  was  to  determine  if  Smarte  Carte  complied  with  the  reporting  and 
payment  provisions  of  its  agreement  with  the  Commission.  To  conduct  the  audit,  we 
reviewed  the  applicable  terms  of  the  agreement  and  the  adequacy  of  Smarte  Carte's 
procedures  for  recording,  summarizing,  and  reporting  its  gross  revenues  to  the  Airport.  To 
determine  whether  Smarte  Carte  accurately  reported  its  gross  revenues  to  the  Airport,  we 
tested  on  a  sample  basis  Smarte  Carte's  monthly  summary  records,  commission  calculation 
sheets,  and  cart  unit  meter  reading  reports.  We  examined  Smarte  Carte's  billing  records  to 
determine  if  it  correctly  billed  the  Airport  for  the  carts  used  in  the  free  cart  programs  at  the 
customs  area.  We  also  examined  the  Airport's  records  to  determine  if  it  correctly  paid 
Smarte  Carte  for  the  carts  used  in  the  free  cart  program  at  the  rental  car  center. 
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AUDIT  RESULTS 


SMARTE  CARTE  CORRECTLY  REPORTED  ITS 
REVENUES  AND  CORRECTLY  PAID  ITS  RENT 

From  July  1,  1997  through  September  30,  1999,  Smarte  Carte  correctly  reported  gross 
revenues  of  $7,088,529  and  correctly  paid,  in  all  material  respects,  fees  of 
$1,183,785  to  the  Airport.  Table  1  shows  the  reported  gross  revenues  and  fees  paid 
to  the  Airport. 


Table  1 

Gross  Revenues  and  Fees  Paid 
July  1, 1997  through  September  30, 1999 


Gross  Revenues 

Fees  Paid 

July  1,  1997  through  June  30,  1998 

$3,068,842 

$512,497 

July  1,  1998  through  June  30,  1999 

3,080,465 

514,438 

July  1,  1999  through  September  30,  1999 

939,222 

156,850 

Total 

$7,088,529 

$1,183,785 

THE  AIRPORT  CORRECTLY  PAID  SMARTE  CARTE 
FOR  THE  CUSTOMS  AREA  FREE  CART  PROGRAM 
AND  CART  STANDS  AT  SFO 

From  July  1,  1997  through  September  30,  1999,  the  Airport  correctly  paid  Smarte  Carte,  in 
all  material  respects,  fees  of  $2,596,573  for  the  free  cart  program  at  the  customs  area  and 
cart  stands  located  at  SFO.  Table  2  shows  the  fees  paid  to  Smarte  Carte. 


Table  2 

Fees  for  Customs  Area  Free  Cart  Program  and  SFO  Cart  Stands 
July  1, 1997  through  September  30, 1999 


Fees  Paid 

July  1,  1997  through  June  30,  1998 

$1,087,947 

July  1,  1998  through  June  30,  1999 

1,147,794 

July  1,  1999  through  September  30,  1999 

360,832 

Total 

$2,596,573 
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THE  AIRPORT  UNDERPAID  SMARTE  CARTE  FOR 
THE  RENTAL  CAR  CENTER  FREE  CART  PROGRAM 


From  March  1,  1999  through  September  30,  1999,  the  Airport  paid  Smarte  Carte  fees  of 
$628,072  for  the  free  cart  program  at  the  rental  car  center.  However,  the  Airport  underpaid 
Smarte  Carte  fees  of  $127,861  for  September  1999  and  for  underreported  rental  car 
transactions  for  July  1999. 

The  Airport  has  not  paid  Smarte  Carte  $1 12,048  for  the  free  cart  program  at  the  rental  car 
center  for  September  1999.  According  to  the  Airport's  principal  property  manager,  the 
deputy  airport  director  for  business  is  withholding  payment  while  the  Airport  is 
re-negotiating  with  Smarte  Carte  the  terms  under  which  Smarte  Carte  provides  this  service. 
Included  in  the  $1 12,048  are  fees  of  $2,923  because  the  Airport  improperly  excluded  4,176 
rental  car  transactions  at  the  rental  car  center.  Smarte  Carte's  agreement  requires  the 
Airport  pay  for  the  free  cart  program  based  on  total  number  of  rental  car  transactions. 
Instead  of  using  the  total  number  of  rental  car  transactions,  the  Airport  inadvertently  used 
the  number  of  rental  car  transactions  with  the  bus  transportation  fees  paid.  The  bus 
transportation  fee  is  paid  by  rental  car  customers  to  rental  car  companies  to  pay  for  the 
shuttle  bus  service  between  the  airport  terminals  and  the  rental  car  center,  but  not  all  rental 
car  customers  paid  the  bus  transportation  fee.  As  a  result  of  this  error,  the  Airport 
erroneously  excluded  4,176  rental  car  transactions  in  calculating  the  fee  due  to  Smarte 
Carte  for  September  1999. 

In  addition,  the  Airport  underreported  22,590  rental  car  transactions  for  July  1999.  This 
occurred  because  one  of  the  car  rental  companies,  National  Rental  Car,  did  not  report  its 
rental  car  transactions  for  July  1999  until  December  7,  1999.  As  a  result,  the  Airport 
underpaid  Smarte  Carte  fees  of  $1 5,813  for  the  free  cart  program  at  the  rental  car  center. 

RECOMMENDATION 

We  recommend  that  the  Airport  re-negotiate  the  terms  of  Smarte  Carte  providing  the  free 
cart  program  at  the  rental  car  center  and  resolve  the  $127,861  that  the  Airport  owes  Smarte 
Carte  through  September  1999  for  providing  the  program. 

We  conducted  this  review  according  to  generally  accepted  government  auditing  standards. 
We  limited  our  review  to  those  areas  specified  in  the  audit  scope  section  of  this  report. 

Staff:  Ben  Carlick,  Audit  Manager 
Winnie  Woo 
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RESPONSE  TO  THE  AUDIT 
AIRPORT  DEPARTMENT 
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San  Francisco  International  Airport 


May  22,  2000 


F.O  Sox  SWT 

S-3n  Francisco  CA9  '12'5 

Tel  650.821.5000 

Fa.<  650.82  !.50C5 

v.'.vv/.flysfo.com 


AIRPORT 
COMMISSION 
CITY  AND  COUNTY 
O'  SAN  FRANCISCO 


Ben  Carlick 
Audit  Manager 
City  Hall 

1  Dr.  Carlton  B.  Goodlett  Place,  Room  388 
San  Francisco,  CA  94102-4694 


Subject:  Audit  Report  and  Letters  Regarding  Smarte  Carte 

willie  l.  B30WN.  jr.     Dear  Mr.  Carlick, 


MAYO* 


henry  e.  bervian     This  responds  to  your  letter  of  May  5,  2000  requesting  the  Airport's  written 
response  to  the  Smarte  Carte  Audit  Report. 


P.-JESIOENT 


LARRY MAZZOLA 


MICHAEL  S.  STRUNSKY 


LINDA  S  CR-Vf  TON 


The  Airport  generally  agrees  with  the  content  of  the  Audit  Report.  Additionally,  the 
outstanding  amount  due  to  Smarte  Carte  for  operating  the  free  cart  program  at  the 
Rental  Car  Facility  from  September  1999  through  March  of  2000,  is  currently  being 
negotiated  as  part  of  a  cart  rental  rate  increase  to  S2.00. 

If  I  can  be  of  additional  assistance,  please  contact  me  or  Patty  Maitland,  at 
650  821-4500. 


JOHN  L.  MARTIN 

c.^-Tro;      Vepy .truly  yours, 


Lorri  A.  Vasquez 
Assistant  Deputy  Airport' Director 
Concession  Development  and  Management 
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cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Public  Library 
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CITY  AND  COUNTY  OF  £AN  FRANCISCO  OFFICE  OF  THE  CONTROLLER 

.AUDITS  DIVISION 

  v 


Edward  Harrington 
Controller 

DOCUMENTS  DEPT. 

May  26,  2000 

JUN  -  8  2000 

John  Martin,  Director  Audit  No.  99035 

San  Francisco  International  Airport  BAH  FRANCISCO 

P.O.  Box  8097  PUBLIC  LIBRARY 

San  Francisco,  CA  94128 

Subject:       Results  of  Special  Procedures  for  Smarte  Carte  Audit 

Dear  Mr.  Martin: 

As  part  of  our  concession  audit  of  Smarte  Carte,  Inc.,  the  Airport  Department  (Airport) 
staff  requested  that  we  perform  special  procedures  to  assist  the  Airport  in  managing  its 
contract  with  Smarte  Carte.  Smarte  Carte  has  an  operating  agreement  with  the  Airport 
Commission  to  operate  a  self-service  luggage  cart  system  at  San  Francisco  International 
Airport  (SFO).  The  agreement  will  expire  on  July  25,  2001 . 

Cart  customers  pay  a  fee  for  using  the  carts  in  most  areas  of  SFO,  and  Smarte  Carte  pays  to 
the  Airport  fees  that  are  a  percentage  of  these  gross  revenues.  Smarte  Carte  also  provides 
free  cart  usage  to  arriving  international  passengers  in  the  customs  area  of  SFO  and  to 
passengers  at  the  SFO  Rental  Car  Center  (RAC).  The  agreement  commenced  on  June  5, 
1991  and  will  expire  on  July  25,  2001.  Airport  staff  requested  that  we  perform  two  special 
procedures:  a  count  of  cart  usage  at  the  RAC  and  an  analysis  of  Smarte  Carte's  proposal  to 
revise  the  terms  of  the  agreement.  The  results  of  these  special  procedures  are  as  follows: 

Count  of  Cart  Usage  at 
the  Rental  Car  Center 

We  estimate  that  cart  usage  at  the  Rental  Car  Center  (RAC)  is  34  percent  of  RAC  rental 
agreements.  We  performed  a  count  of  the  number  of  carts  used  at  the  RAC.  For  three 
sample  days  in  January  2000,  we  viewed  Airport  videotapes  of  the  RAC  entrance  and 
counted  the  number  of  times  a  customer  used  a  cart.  Table  1  shows  the  results  of  our 
observation  and  the  comparison  of  the  number  of  carts  used  to  the  estimated  number  of 
RAC  rental  agreements. 
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Table  1 

Cart  Usage  at  the  Rental  Car  Center 
January  2000 


Carts  Used  as  a 

Type  of 

Carts 

Estimated  RAC 

Percentage  of 

Sample  Day 

Day 

Used 

Rental  Agreements 

Rental  Agreements 

(Note  1) 

(Note  2) 

Monday  1/17/00 

Holiday 

1,322 

2,266 

58% 

Tuesday  1/20/00 

Weekday 

1,416 

5,461 

26% 

Saturday  1/22/00 

Weekend 

1,608 

2,986 

54% 

Notes 

1.  We  considered  a  cart  to  be  used  if  a  SFO  customer  took  it  either  from  the  entrance  area  into  the 
RAC  or  from  the  RAC  into  the  entrance  area. 

2.  Because  the  number  of  RAC  rental  agreements  per  day  is  unavailable,  we  used  Hertz  Car  Rental's 
daily  reports  to  estimate  the  rental  agreements  at  the  RAC  for  each  sample  day.   Hertz  has  34  _. 
percent  of  the  total  car  rental  business  at  the  RAC.  We  projected  the  RAC  car  rental  transactions 
for  the  sample  days  based  on  Hertz's  activity  during  January  2000. 

We  estimate  that  cart  usage  at  the  RAC  is  34  percent  of  RAC  rental  agreements.  Cart 
usage  for  weekend  days  and  holidays  was  higher  than  cart  usage  for  business  days. 
Because  our  sample  days  did  not  accurately  reflect  usage  over  a  full  month,  we  believe  that 
the  average  of  the  cart  usage  for  the  sample  days  did  not  accurately  reflect  cart  usage  for 
the  month.  Rather,  we  projected  cart  usage  for  January  2000  based  on  the  type  of  day. 
January  had  9  weekend  days,  2  holidays,  and  20  business  days.  Based  on  the  type  of  day, 
we  calculated  that  the  cart  usage  at  the  RAC  is  34  percent  of  RAC  rental  agreements  for  the 
month. 

We  recommend  that  the  Airport  consider  our  estimated  cart  usage  in  changing  the  terms  of 
Smarte  Carte's  operating  agreement  to  better  benefit  the  Airport. 

Analysis  of  Smarte  Carte's  Proposal 
to  Change  Terms  of  Agreement 

At  the  request  of  the  Deputy  Airport  Director  for  Business,  we  reviewed  Smarte  Carte's 
proposal  for  changing  the  terms  of  the  operating  agreement  by  which  the  Airport  pays 
Smarte  Carte  for  the  free  cart  program  at  the  RAC  (free  cart  program).  Our  analysis  of 
Smarte  Carte's  proposal  shows  -  although  it  is  more  favorable  to  the  Airport  than  the 
existing  terms  -  the  proposal  may  still  be  too  favorable  to  Smarte  Carte  because  Smarte 
Carte's  estimated  profit  margin  of  36  percent  under  the  proposal  appears  high.  The  Airport 
could  improve  Smarte  Carte's  proposal  by  having  Smarte  Carte  pay  more  rent  to  the 
Airport  or  obtain  relief  from  the  amount  the  Airport  owes  Smarte  Carte  for  operating  the 
free  cart  program,  as  discussed  below. 

The  existing  agreement  requires  the  Airport  to  pay  Smarte  Carte  each  month  for  the  free 
cart  program  based  on  the  number  of  monthly  rental  car  transactions  at  the  RAC  at  the  rate 


of  $0.70  for  each  rental  car  transaction.  Based  on  rental  car  activity  during  1999,  we 
estimate  the  Airport  would  pay  Smarte  Carte  $1,264,000  per  year  under  the  existing  terms. 
The  Airport  estimated  that  Smarte  Carte  incurred  costs  of  $443,000  per  year  for  providing 
the  free  cart  program. 

Under  Smarte  Carte's  proposal,  the  Airport  Commission  would  increase  the  current  $1.50 
cart  rental  fee  to  $2.00  for  each  cart  rented  in  most  areas  of  SFO.  Because  the  additional 
revenues  Smarte  Carte  would  earn  by  this  $0.50  fee  increase  would  be  subject  to  the  16.7 
percent  rent  it  pays  to  the  Airport,  the  Airport  would  receive  additional  rent.  In  return,  the 
Airport  would  not  pay  an  estimated  $1,264,000  per  year  to  Smarte  Carte  for  the  free  cart 
program  because  Smarte  Carte  would  provide  this  program  at  no  cost  to  the  Airport. 

Under  the  proposal,  we  estimate  that  the  Airport's  net  revenues  would  be  $1,403,000  per 
year  more  than  they  are  under  the  existing  agreement.  This  is  because  the  Airport  would 
collect  an  estimated  $139,000  more  per  year  in  rent  and  would  not  pay  an  estimated 
$1,264,000  per  year  to  Smarte  Carte  for  the  free  cart  program. 

Under  the  proposal,  we  estimate  that  Smarte  Carte's  net  revenues  would  decrease  from  the 
current  contract  by  an  estimated  $572,000  per  year.  This  is  due  to  two  factors.  First, 
Smarte  Carte  would  receive  incremental  net  revenue  of  $692,000  per  year  based  on  the 
$2.00  cart  fee  less  the  additional  rent  paid  to  the  Airport  from  these  increased  revenues. 
Second,  the  Airport  would  not  pay  an  estimated  $1,264,000  per  year  to  Smarte  Carte  for 
the  free  cart  program. 

Table  2  summarizes  the  effect  of  Smarte  Carte's  proposal  on  the  Airport's  net  revenues  and 
on  Smarte  Carte's  net  revenue. 


Table  2 

Effect  of  Smarte  Carte's  Proposal 


Airport 

Smarte  Carte 

Increased  Rent  Collected 

$139,000 

Increased  Net  Cart  Revenue 

$692,000 

Decreased  Payments 

1,264,000 

Decreased  Receipts 

<1.264,000> 

Net  Revenue 

$1,403,000 

Net  Revenue 

<S572,000> 

The  proposal  would  decrease  Smarte  Carte's  gross  profit  from  operating  the  free  cart 
program  from  the  current  65  percent  gross  profit  to  a  36  percent  gross  profit.  (Gross  profit 
is  the  net  revenue  less  cost  of  operating  the  free  cart  program,  and  the  gross  profit  percent 
is  the  gross  profit  divided  by  the  net  revenue.)  Our  estimate  of  Smarte  Carte's  current  gross 
profit  of  65  percent  is  based  on  Airport  annual  payments  of  $1,264,000  to  Smarte  Carte  for 
the  free  cart  program,  less  Smarte  Carte's  estimated  program  costs  of  $443,000,  which 
provides  Smarte  Carte  a  gross  profit  of  $821,000  per  year.  Our  estimate  of  Smarte  Carte's 
proposed  gross  profit  of  36  percent  is  based  on  Smarte  Carte's  incremental  net  revenue  of 
$692,000,  less  Smarte  Carte's  free  cart  program  costs  of  $443,000,  which  would  provide 
Smarte  Carte  a  gross  profit  of  $249,000  per  year. 


We  suggest  the  Airport  consider  the  following  alternatives  to  improve  upon  Smarte  Carte's 
proposal.  One  alternative  would  be  to  require  Smarte  Carte  to  report  revenue  on  the  full 
$2.00  cart  fee,  rather  than  allow  Smarte  Carte  to  deduct  $0.25  as  its  cost  for  retrieving 
carts.  This  would  increase  the  Airport's  annual  rent  from  Smarte  Carte  by  $69,000  and 
decrease  Smarte  Carte's  gross  profit  by  the  same  amount,  which  would  reduce  Smarte 
Carte's  gross  profit  from  36  percent  to  29  percent. 

Another  alternative  would  be  to  reduce  the  amount  the  Airport  owes  Smarte  Carte  for  the 
free  cart  program.  Currently,  the  Airport  has  not  paid  Smarte  Carte  for  the  free  cart 
program  since  September  1999.  We  estimate  the  Airport  owes  Smarte  Carte  $740,000  for 
the  free  cart  program  from  September  1 999  through  March  2000.  If  the  Airport  obtained 
Smarte  Carte's  agreement  to  forgive,  for  example,  $111,000  of  the  $740,000  it  is  due, 
Smarte  Carte's  gross  profit  would  decrease  from  $249,000  (36  percent)  under  the  proposal 
to  $138,000  (20  percent),  but  only  for  one  year.  After  that,  Smarte  Carte's  gross  profit 
would  return  to  36  percent. 

We  recommend  that  the  Airport  consider  our  alternatives  to  Smarte  Carte's  proposal  for 
changing  the  terms  of  the  operating  agreement. 

We  are  advising  you  of  our  analysis  and  recommendations  so  that  you  can  take  the 
appropriate  actions  to  better  manage  the  agreement  with  Smarte  Carte.  Please  call  me  at 
(415)  554-7656  if  we  can  be  of  further  assistance  on  these  matters. 


Ben  Carlick 
Audit  Manager 

cc:    Robert  Rhoades,  Deputy  Airport  Director  for  Business 

Lorri  Vasquez,  Airport  Assistant  Deputy  Director  of  Concessions 
Lilia  Avendano,  Airport  Fiscal  Officer 
Noriaki  Hirasuna,  Controller's  Audits  Director 
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Subject: 


Minor  Findings  of  Smarte  Carte 


Dear  Mr.  Martin: 


As  part  of  our  concession  audit  of  Smarte  Carte,  Inc.,  we  identified  several  minor  findings 
that  are  not  sufficiently  material  for  inclusion  in  the  audit  report.  The  audit  period  was 
from  July  1,  1997  through  September  30,  1999.  The  agreement  with  Smarte  Carte  will 
expire  on  July  25,  2001 .  The  minor  findings  and  our  recommendations  include: 

1.  The  Airport  Department  (Airport)  and  Smarte  Carte  have  been  operating  under  the 
assumption  that  Smarte  Carte  pays  fees  to  the  Airport  on  gross  revenues  computed  at 
$1.25  per  cart  rental.  However,  in  our  review  of  Smarte  Carte's  lease  and  subsequent 
modifications,  we  conclude  that  Smarte  Carte  is  not  required  to  compute  its  gross 
revenues  at  $1.25  per  cart  rental,  but  only  at  $0.75  per  cart  rental.  Neither  the  original 
lease  nor  subsequent  modifications  specify  that  gross  revenue  be  computed  at  $1.25  per 
cart.  Details  of  this  conclusion  follow. 

Lease  modification  #1,  dated  May  1,  1994,  stated  that  gross  revenues  should  be 
computed  at  $0.75  per  cart  rental  excluding  the  carts  used  in  the  Customs  Program. 
The  Airport  made  this  change  because  customers  no  longer  received  a  $0.25  refund 
when  returning  a  cart  to  the  cart  stand.  Instead,  Smarte  Carte  began  using  its 
employees  to  retrieve  carts.  To  cover  this  additional  cost,  the  Airport  authorized 
Smarte  Carte  to  compute  gross  revenues  at  $0.75  per  cart  rental  by  deducting  $0.25 
from  the  $1.00  cart  rental  price. 

On  May  21,  1996,  the  Airport  Commission  passed  a  resolution  (number  96-0132)  that 
increased  the  price  of  a  cart  rental  from  $1.00  to  $1.50  effective  July  12,  1996.  Also 
effective  July  12,  1996,  lease  modification  #2  changed  the  fee  from  15  percent  of  gross 
revenues  to  16.7  percent  of  gross  revenues.  The  Airport  intended  to  simultaneously 
increase  the  definition  of  gross  revenues  from  $0.75  to  $1.25  per  cart,  but  did  not  do 
so.  Nonetheless,  Smarte  Carte  paid  fees  to  the  Airport  based  on  the  rate  of  $1.25  per 
cart.  Because  this  lease  modification  did  not  change  the  definition  of  gross  revenues  to 
$1.25  per  cart,  Smarte  Carte  may  claim  it  has  been  overpaying  its  fees  to  the  Airport 
since  July  12,  1996. 
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We  recommend  that  the  Airport  modify  the  lease  to  document  the  Airport's  and  Smarte 
Carte's  understanding  that  Smarte  Carte  is  to  calculate  gross  revenues  at  $1.25  per  cart 
rental. 


2.  Smarte  Carte  twice  used  the  same  credit  issued  by  the  Airport.  On  December  31,  1998, 
the  Airport  informed  Smarte  Carte  that  the  Airport  would  pay  Smarte  Carte  for  the  free 
cart  program  at  the  airport  rental  car  center  by  issuing  a  credit  memo.  On  April,  7, 
1999,  the  Airport  issued  a  $12,000  credit  memo  to  Smarte  Carte  to  pay  for  the  free  cart 
program  from  January  1,  1999  through  January  5,  1999.  Smarte  Carte  used  this  credit 
once  in  January  1999  and  used  it  a  second  time  in  September  1999.  According  to  the 
Airport  Fiscal  Officer,  if  a  credit  is  used  a  second  time,  the  second  use  of  the  credit  will 
appear  on  the  Airport's  accounts  receivable  aging  report.  This  system  control  allows 
the  Airport  to  detect  instances  of  a  credit  being  used  more  than  once.  However, 
because  the  Airport's  accounting  department  did  not  promptly  address  outstanding 
items  on  its  accounts  receivable  aging  report,  it  did  not  detect  this  error. 

Corrective  Action:  As  of  May  18,  2000,  Smarte  Carte  has  reimbursed  $12,000  to  the 
Airport  for  the  second  use  of  this  credit,  according  to  the  Airport  Fiscal  Officer. 

We  recommend  that  the  Airport's  accounting  department  more  promptly  address 
outstanding  items  in  its  accounts  receivable  aging  report. 

3.  The  Airport  paid  Smarte  Carte  twice  for  the  same  service.  For  June  1998,  Smarte 
Carte  billed  the  Airport  twice  for  cart  stands,  which  hold  and  dispense  carts  used  in  the 
airport.  The  Airport's  accounting  department  did  not  realize  that  Smarte  Carte  billed 
twice  and  that  the  Airport  paid  twice  for  the  same  service.  The  Controller's  accounting 
system,  Financial  Accounting  and  Management  Information  System  (FAMIS).  does 
not  allow  payment  of  an  invoice  with  an  invoice  number  that  has  already  been  paid. 
However,  Smarte  Carte  inadvertently  billed  the  Airport  the  second  time  using  a 
different  invoice  number.  In  addition,  Smarte  Carte  did  not  indicate  the  month  of 
service  on  these  two  invoices.  Without  the  month  of  service,  the  Airport  accounting 
department  was  less  likely  to  detect  this  duplicate  payment. 

Corrective  Action:  The  Airport's  accounting  department  will  immediately  implement 
new  procedures  to  better  detect  and  prevent  potential  duplicate  payments,  according  to 
the  Airport  Fiscal  Officer.  Instead  of  entering  only  Smarte  Carte's  invoice  number  into 
FAMIS,  staff  will  add  the  month  and  year  of  service  to  the  invoice  number,  effective 
immediately.  While  this  procedure  will  not  enhance  the  ability  of  FAMIS  to  detect 
potential  duplicate  payments,  the  procedure  will  make  it  easier  for  staff  to  detect  a 
duplicate  payment  while  processing  the  payment.  In  addition,  beginning  July  1,  2000 
when  the  next  fiscal  year  begins,  the  accounting  department  will  implement  a  new 
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procedure  to  add  a  distinct  suffix  number  to  the  Smarte  Carte  contract  for  the  cart 
stands.  This  will  allow  staff  to  better  detect  potential  duplicate  payments  for  recovery. 

We  recommend  that  the  Airport  request  a  credit  of  $940  from  Smarte  Carte  for  the 
June  1998  double  payment.  In  addition,  the  Airport  should  require  Smarte  Carte  to 
indicate  the  service  month  on  its  invoices  to  the  Airport.  Finally,  we  agree  with  the 
accounting  department's  corrective  actions,  which  will  reduce  the  possibility  of  future 
duplicate  payments. 


We  are  advising  you  of  these  findings  so  that  you  can  take  the  appropriate  actions  to 
resolve  them.  Please  call  me  at  (415)  554-7656  if  we  can  be  of  further  assistance  on  these 
matters. 


Ben  Carlick 
Audit  Manager 


cc:    Robert  Rhoades,  Deputy  Airport  Director  for  Business 

Lorri  Vasquez,  Airport  Assistant  Deputy  Director  of  Concessions 
Lilia  Avendano,  Airport  Fiscal  Officer 
Noriaki  Hirasuna,  Controller's  Audits  Director 
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